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THE SOCIAL IMPLICATIONS OF THE DEREGULATION OF THE
DOWNSTREAM PETROLEUM SUB-SECTOR

Ogecbukwu Ugbam•

I.

Introduction

May I start by commending the organisers of this seminar for creating a forum that will
enable us rub minds on the issue of the deregulation of the down stream sub-sector of
the Nigerian oil industry and for giving me the opportunity to stand before such an
esteemed audience to air my views on the topic. The importance of the oil industry
generally and the downstream sub-sector in particular to Nigerians can never be over
emphasised. For a sector that contributes over 90% of our earnings, it is easy for one
to understand that developments in that sector will have ripple effects on the whole
economy and will impact significantly on the lives of the citizens. This justifies the
ongoing debate on the issue of the deregulation of the downstream sub-sector of the
Nigerian oil industry. The deregulation of the downstream petroleum sector is part of
the economic reform package of the present administration that is designed to among
other things, 1) diversify the economic base of the country and reduce the relative
dominance of the oil sector, and 2) create a vibrant sector that can respond to the
rigors of market forces (NEEDS Document,).

IT.

The Downstream Sub-Sector

The down stream sector had not always been this regulated nor had the government
always dominated the sector as it has now. In the early 70s, the distribution of petroleum
products was liberalised and it is worthy to note that during this period, there was no
shortage because the distribution system was efficient. Government's involvement in
•Mr. Ugbam is a Lecturer in the Department ofManagement, University of Nigeria, Enugu Campus.
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the downstream petroleum sector came as a result of its membership of OPEC. OPEC' S
Resolution XVI, Article 90 of June 1968 enjoined all members to acquire participating
interests in the operations of the oil companies according to a prescribed timetable
that required each member to achieve 51 % participation by 1982 (Ojo & Adebusuyi,
1996.). By 1974, after the Nigerian National Oil Company (NNOC) Act of 1971,
government acquired 35% investment in the major production of oil in the industry
and by 1975, its level of investment has risen to 55%. Government got involved in the
distribution of oil in 1977 when NNOC and the Federal Ministry Of Petroleum
Resources were merged to form the Nigerian National Petroleum Corporation (NNPC)
by decree 33 of 1977. NNPC was charged with the responsibility for oil exploration,
production, transportation, research, refining and marketing of petroleum products
and derivatives (ibid,) .To discharge its duties, NNPC makes use of its subsidiaries
namely: Pipelines And Products Marketing Company (PPMC), Department of
Petroleum Resources (DPR), National Petroleum Investment Management Services
(NAPIMS), Nigerian Gas Company (NGC), and Petroleum Products Pricing And
Regulation Agency (PPPRA). DPR had the duties of formulating petroleum policies,
regulating, supervising, and monitoring the petroleum industry. When it became obvious
that DPR cannot discharge its duties effectively while still under the control of NNPC,
it was detached from and consequently, became independent of NNPC.
PPPRA is the most recent and perhaps, the most controversial entrant into the
downstream petroleum subsector. The responsibility of PPPRA is to ascertain the cost
of petroleum products to any marketer to which agreed margins would be added and
the price at which every dealer retails its products will be guided by that. Essentially,
its key function is that of modulation of prices to minimize fluctuation. Critics have
argued that by creating PPPRA, the government have contradicted itself. They argue
that a regulatory agency like PPPRA has no relevancy and is inconsistent with the
process of deregulation.
The other stakeholders in the downstream sub-sector include:
Independent petroleum marketers association of Nigeria (IPMAN).
Major petroleum products marketers usually referred to as the big eight.
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However, following the merger of Unipetrol and Agip and the absorption of elf
by Total, there are only six of them now.
Lube blending plants owners.
The government's core investments in the downstream sector include four world standard
refineries with a combined total capacity of 445, 000 bpd. The refineries are located at
PortHarcourt, Warri, and Kaduna.
From experience, it is known that when government intervenes in the functioning of
any market, it rarely achieves the intended objectives efficiently. On the contrary, such
interventions often introduce new distortions into the economy that eventually leads
to sub-optimal resource allocation. To correct the distortions, policy makers often
resort to economic deregulation (Ojo 1999).
ID. Deregulating The Downstream Sub-Sector

Economic deregulation may be defined as the deliberate and systematic removal of
regulatory controls, structures and operational guidelines in the administration and
pricing system in the economy. The rationale for economic deregulation is that optimal
allocation of resources can only take place when prices of resources are allowed to be
determined by the market forces in a competitive environment (op.cit.). Deregulation
of the downstream sector means different things to various people in our country today.
On one occasion, the president was asked what deregulation meant to him and his
response was;
Deregulation means that at the moment the price at which the product is being sold is not the
cost price. The price at which the product is being sold is artificial. Artificial or subsidised
price. Deregulation means simply paying what it costs to produce fuel at the pump price so
that the N200 billion that is being used to subsidise is no longer used to subsidise fuel. That
money is available to do other things.

On the other hand, to Nigerian Labour Congress (NLC), deregulation of the downstream
sector means "higher cost of transportation, higher cost of goods and services, selling
our refineries to foreign vampires and money bags, retrenchment of workers,
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unemployment, mortgaging our economy to multinationals and misery" (Newswatch,
April 2, 2001).
For a balanced view of the issue at stake, all three definitions are relevant because they
highlight different aspects of the topic.
In practice, deregulation of the down stream sector will entail the following range or
actions:
All stakeholders/outlets to be duly licensed by DPR.
- DPR to grant authority to import and export to private individuals
- DPR to ensure that products in the market meet quality specifications
- Prices to be freely determined by market forces
- Retailers to display their prices boldly and conspicuously on billboards.
- Desirous individuals, organisations, and states to be permitted to own and manage
refineries.
- Privatisation of government investments in the sector.
- Independent marketers and major marketers to be allowed to own their own
depots/jetties.
The arguments and reasons for deregulation are compelling and they were aptly captured
by Aret Adams, former managing director of NNPC, in a press statement when he said
that;
The poor performance of the refineries, pipelines and depots, and the resultalll acute
shortage of petroleum products, the growth of a small clique of dollar-denominated
multi-millionai;es, the scourge of corruption in the system, and the affront of big time
smugglers ... ...... are all products of government involvement in refining crude oil and
petroleum products supply and distribution in this country (Newswatch, June 4, 2001 ).

Further more, one needs only compare the downstream sub-sector with the
telecommunications sector that had been recently deregulated to be convinced that
deregulation, if properly implemented will be to the interest of all Nigerians. But that
is only if it is properly managed with the welfare of all Nigerians in the hearts of our
policy makers.
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Deregulation of the oil sector is a global trend. In Asia for instance, Singapore, Thailand,
New Zealand and Australia have fully deregulated while Philippines, South Korea, Japan
and Malaysia have almost deregulated fully (Fesharaki, 2001).
When the common man championed by NLC opposes deregulation of the downstream
sector, it is not so much because he does not know the benefits of a deregulated market
•but because he has no faith in the process of deregulation in Nigeria and neither does
he trust the people charged with the process. Within the past decade, the price of a litre
of fuel has risen from a little over seven naira per litre to fifty-five naira per litre. At
each step in the climb, government have always promised to improve the quality of life
of the common man by investing in social services and creating more jobs. These
promises have never really been fulfilled.
Much of the gains that the government claims to have made seem to be only on paper.
There is no competition yet in the sector. The government is still fixing prices and
NNPC is still a monopoly. One cannot talk of deregulation in a regime where price is
still regulated because deregulation of the downstream sector of the petroleum industry
implies official withdrawal of the government from fixing of prices of products and
services (Soyode 2001). But government cannot allow market forces to determine
prices where there is no competition. Creating an enabling condition for competition
to thrive is critical for effective and successful deregulation and so far, the government
is moving slowly in that area.
The government seem to have neglected the human side of deregulation. Its attention
to the human side came as an after thought only when it met stiff resistance from the
populace. Moving from a regulated to a deregulated regime is a process of change that
naturally will be resisted. Human beings resist any change in status quo because they
feel threatened and are afraid that they will be worse off in the new dispensation. It is
the responsibility of the change implementer to soften the grounds for implementation
of change through constant selling of new ideas that seeks to explain why the change is
necessary and what people stand to gain from it. Again, the committee on palliative
measures is belated. It ought to have been among the first initiatives in this process of
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deregulation and not as an after thought after meeting stiff resistance. The message
people get from the timing of the committee is that the government from inception
did not consider the impact of deregulation of the downstream petroleum sub-sector
on the masses.
Negligence of change management process coupled with apparent lack of consideration
of the impact of deregulation on the lives of Nigerians confirm people's fear that the
government is merely using deregulation as an excuse to hike prices. This leads to
discontent and restiveness among the citizens which makes it quite easy for NLC and
other civil rights groups to mobilise and use them to cause social unrests. Currently,
NLC has threatened to embark on indefinite strike if the government does not revert to
the old price of fuel.

IV.

Removal of Oil Subsidy

Much of government's argument for deregulation of the downstream sector is anchored
on the N200 billion which it claims that it spends in subsidising oil. The existence of
this subsidy have been hotly contested by the Nigerian Labour Congress (NLC).
According to Oshiomole:
The repon offhe federal government special committees -both the pro-government
and the independent reports - have proved that the cost of locally produced
products is lower than N22 per litre paid by Nigerians (as at April, 2001 ). From
NNPCfigures, out of the N22 per litre, the federal government makes Nl.20. For
every litre offuel sold at N22, Nigerians pay to the federal government and the
NNPC a total sum of NJ 2.30.

The federal government on its own side argues that every imported litre of fuel costs
N40.35 and that to sell a litre at N22 implies that it subsidised the product with Nl8.35
per litre which amounts to about N200 billion annually (Newswatch, April 2,). "Subsidy
is real and it reflects the loss of revenue that could otherwise have accrued to the
Federation Account if the crude oil allocated for domestic refining and fuel consumption
were to be sold at international prices instead of the price at which it is sold to the
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Nigerian National Petroleum Corporation (NNPC)" (Soyode, 2001). The calculation
that concluded that the locally refined fuel costs less than N22 most likely did not take
cognisance of the fact that the federal government was selling crude oil to NNPC at a
concessionary price.
Nigerians have kicked against the removal of oil subsidy arguing that it will hurt the
poor and that oil is a gift from God to Nigerians and as such, the price of oil products
should be as cheap as possible in the country. The fact is that the rich benefits from the
oil subsidy more than the poor because his consumption of fuel is higher and therefore,
removal of oil subsidy will hurt the rich more than the poor. Again, it is true that oil is
a gift of God, but it is given to both the present and future generations of Nigerians and
it is limited. It is against the concept of sustainable development to allow this generation
to exhaust the deposit of oil in the country leaving nothing for the future generations.
"Sustainable development as a goal rejects policies and practices that support current
living standards by depleting the productive base, including natural resources and that
leaves future generations with poorer prospects and greater risks than our own"
(Repetto, 1986). The most equitable thing to do will be for government to use the
proceeds from oil to diversify the economy and invest in economic and social
infrastructure that will make life better for the future generation long after the oil is
exhausted.
V.

Social Implications

It is difficult to draw a line between the social implications of deregulation and the
economic and political implications because they are all intertwined. Economics and
politics are after all in the realms of social sciences. The oxford advanced learner's
dictionary records five different definitions of the word social out of which two seem
to be relevant for the purpose of this paper; the ones that defines it as 1) concerning
the organisation of relations between peoples and communities and 2) of or designed
for activities in which people meet each other for pleasure. To do justice to this topic,
one has to go beyond these definitions. Based on the knowledge of the fact that social
implications are actually fallouts of economic consequences, the approach of this
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paper in discussing the social implications of deregulation will be to frrst of all highlight
the economic consequences and then discuss their social implications.

Increased Government Revenue
Deregulation will definitely increase the revenue accruing to the government from the
oil sector. Apart from the N200 billion spent annually on oil subsidy which will be
available fot the government to spend, about 52% of gas produced in Nigeria is flared
and this amounts to about $2.5biJlion. In a deregulated market, petroleum products
will be priced appropriately and investors will be attracted to convert the gas that is
now being wasted into a fruitful venture (Kupolokun, 2002).
To a great extent, the social implications of deregulation of the downstream sub-sector
will depend on how government decides to spend the increased oil revenue because
deregulation will imply that the money is free to be spent on other things. If the money
is judiciously channelled into projects that will hasten the pace of the diversification
of the economy and provision of the necessary infrastructure - economic and social
that will create the necessary enabling environment for economic development and
ultimately impact positively on our citizens, deregulation may tum out to be a blessing
to the country. Social services in this case will include education, health, housing,
transportation, water security, etc.
If the government is seeking for parity in the price of oil in Nigeria and the international

market, then the government should also show as much responsibility and concern for
the welfare of the citizens, especial!y the poor, as the governments of America, European
and Asian countries. The earnings of the average Nigerian worker is very low and
something has to be done about it.- As at 2001, the minimum wage in USA was $5 .15 or
N571.65 per hour; the Nigerian counterpart earns N34.37 per hour (Oshiomole, 2001 ).
If the Nigeria worker will be buying oil products at the same price as the American
worker, definitely, something must be done to increase the earnings of the former.
Currently the government's performance in the area of social services is below
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expectations and what is more worrisome is that the current wave of deregulation is
also sweeping across the social services sectors. Consider education for instance. The
role of education in facilitating economic development and in improving the quality of
life of the citizens cannot be over emphasized. A World Bank education review notes
the following:
A large component of growth stems from improvements in the quality of the
labour force including increased education.
-

Investment in education leads to the accumulation of human capital which is
key to sustained economic growth and increasing incomes.

-

Education, especially basic education also contributes to poverty reduction by
increasing the productivity of the poor's labour, by reducing fertility and
improving health, and by equipping people to participate fully in the economy
and in society (World Bank, 1995).

In spite of the recognised role of education in national development, the sector has not
been given the level of attention it deserves from the government. Budgetary allocations
to the sector have consistently been under the minimum suggested by UNESCO and
there are indications that things will get worse because the government is of the opinion
that university autonomy should include financial autonomy implying that universities
should be able to raise funds from any source to finance projects. For some universities,
this bas translated to increase in school and hostel fees and other universities are gearing
up to follow suit. The ultimate effect is that university education will be priced beyond
the reach of average Nigerians. It is true that cheap education is no education and it is
equally true that the government alone cannot fund education effectively, but it should
take the lead both in providing funds and in mobilising the private sector to contribute
to quality education in the country.
Other aspects of social services have not fared better. If the government deregulates
the downstream sector and at the same time use deregulation and liberalisation as
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excuses to abdicate its role in the provision of social services to the masses, one is but
left to wonder just what purpose such a government serves for its citizens.

Poverty And Social Inequity
It is estimated that about 70% of Nigerians are poor and for these 70%, their disposable
income hardly go round their needs. It has been projected that deregulation of the
down stream oil sector will further exacerbate an already bad situation; that it will
impoverish more Nigerians. This projection is predicated on the assumption or belief
that deregulation of the down stream oil sector will lead to an increase in the price of
petroleum products and consequently, general increases in the prices of goods and
services. In 2002, PENG ASS AN warned that if the "refineries are p~vatised in a manner
other companies are being privatised, people should be prepared to buy a litre of fuel
N75" (Newswatch, Sept.23, 2002,).
In examining the effect of deregulation on the prices of petroleum products, it is
important to make the distinction between short-run and the long-run effects. Deregulation will lead to increase in prices in the short run which will eventually cause
inflation in the economy. However, when we talk about increase in price in this case,
we simply mean that the prices in a deregulated market will be higher than the official
price before the market was deregulated. The fact is that the official price is not a true
reflection of actual prices because before deregulation, most transactions took place
in the black-market due to scarcity and prices in the black-market are sometimes more
than 200% higher than the official prices. If we expand our definition of price to include
the opportunity cost of time spent in searching for fuel and damage to vehicles in the
scramble for fuel and due to adulterated products, it will become obvious that the
average actual cost of petroleum products before deregulation was actually higher
than what it is currently.
On the issue of inflation, Soyode (2001) offers an interesting counter- argument:
The annual Naira value ofsubsidy is enormous. Discontinuation of subsidy
to ensure that manufacturing services and distribution and marketing services
are paid for at market prices is equivalent to withdrawal of excess Liquidity
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from the economy or creation of value in the economy. This has a greater
stabilizing effect on the currency than the periodic excess liquidity moppingup by the Central Bank, or the channelling ofmoney into the coffers of blackmarketers and other illegal dealers in the industry.

In the long-run, it is expected that deregulation will actually lower prices. The whole
essence of deregulation is to open the sector to competition and competition naturally
puts a down ward pressure on price. Initially when the telecommunications sector was
deregulated, the cost of acquiring a sim-pack was as high as N60, 000; but today it
costs less than N2,000. Because of the competition posed by other telecom companies,
NITEL was forced to lower its tariffs especially for international calls. In US, consumers
gained $32 to $43 billion annually from lower prices and better services as a result of
deregulation (Winston, 1993). In UK, deregulation of the energy sector resulted in a
70% reduction in franchise contract prices while in Chile, deregulation of entry into
the long distance telephone market cut rates by 50% (Guasch 1996 ). That is
deregulation in action.
Deregulation may lead to social inequity because it often goes hand-in-hand with
privatisation and privatisation is the prime cause of rapidly increasing inequality. But
if the government really wants to, it could work out a modality for ensuring that the
common man and not only the rich man have the opportunity to be part owners of
privatised public organisations.
Competition
Competition is a key aspect of deregulation. A deregulated market is a market where
there is free and fair competition. The success or otherwise of the deregulation process
will be measured by the extent to which it creates an enabling environment for
competition to thrive. When the downstream sector of the Nigerian petroleum subsector is fully deregulated, it is expected that there will be healthy competitive rivalry
among NNPC, independent petroleum importers, and private refineries. Competition
in itself will have some implications in the sector. Apart from the downward pressure
on pressure on prices which had been mentioned, it will guarantee that products in the
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market are of good quality and this will put an end to fatal explosions that had been
caused by adulterated products and damage to vehicles and plants due to poor quality
fuel. Retailers will be forced to improve on the services they offer to customers in
their effort get and retain customers. With the three group of competitors mentioned
above flooding the market with products, scarcity and its attendant social dislocations
will be a thing of the past.
Competition will force NNPC to become cost conscious and to exhibit a higher level
of financial responsibility. The removal of the former group managing director of NNPC
had been linked to the nearly N300 million hotel bill he accumulated for the corporation
and the N302 billion that the revenue commission alleged was missing from the
corporations account under his watch (Newswatch, Nov 17, 2003,). Such things cannot
happen if NNPC is privatised and competing with others in the market.
The only worry one has in the case of the down stream sector is that the barriers to
entry into that sector including government requirements is enormous and unless
something is done, these barriers will make it difficult for a large number of investors
to get into the market. With only few participants in the sector, the market may not be
as competitive as it needs to be and the expected downward pressure may not really
actualise. As far back as september2001, DPR received about 50 applications for private
refineries out of which nine came from state governments. Till date, it is not yet certain
bow many, if any, of these applications have been approved. If this deregulation is to be
successful, the government must go out of its way to remove all the obstacles in the
way of the prospective investors and should not pose an obstacle itself.

Price Determination By Market Forces
An essential feature of a deregulated market is that of price determination by market
forces as opposed to a situation where price is determined or fixed by executive fiat.
Whenever government increases the price of fuel, Nigerians see it as an arbitrary action
designed to put more money irito the national treasury so that government officials
will have more money to share among themselves. This_negative perception of their
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government by Nigerians makes it difficult for them to trust any administration no
matter how well intentioned such administration is for the people. This in turn makes
it difficult for the government to elicit the support and cooperation of the people that
is vital to the successful implementation of its policies like the one being discussed
now. However, deregulation will change all this. When the sector is deregulated, changes
in prices will be seen as being brought about by the interaction of market forces and
not as a result of the whim of the government of the day.
By creating an environment where prices are determined by market forces, deregulation
automatically creates a conducive environment that will attract investments. "if the
deregulation is transparent and is perceived to be permanent, new private sector
investments in refining assets, depots, retail outlets and road haulage vehicles will be
attracted into the industry" (Soyode, 2001). All this will translate to the creation of
new jobs in the sector. One of the reasons why labour is against deregulation is the fear
of loss of job. If NNPC is privatised, it is most likely some of the staff will be laid off
but the number of employees that will loose their jobs will be insignificant compared
to the number of jobs that will be created as a result of new investments attracted by
deregulation.

Social Ills
The downstream sub-sector had been a breeding ground for social ills; vandalization of
pipeline, smuggling, black-marketeering, corruption among government officials in
the sector, adulteration of products, artificial scarcity. The list is almost endless. Most
of these social ills will disappear and are already disappearing with deregulation. For
some time now, we have not heard of artificially induced fuel scarcity which inflicted
untold hardship on our people neither have their been cases of adulterated products.
The black market that have successfully trapped our teenagers who at their age should
be in school or at least should be learning useful trades is disappearing and will
eventually disappear entirely. It is also expected that deregulation will end smuggling
of petroleum products across our borders since the price Elisparity that makes that
activity attractive will disappear with deregulation. The incidences of overnight
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millionaires who make their millions by creating artificial scarcity, adulterating and
diverting products and through other dubious means will cease. Deregulation will equally
impact positively on social ills through the creation of jobs. At full swing, the
deregulated downstream sub-sector will create a significant amount of new jobs. There
is a negative correlation between availability of jobs and the incidences of crimes such
as armed robbery and 419. So, ultimately the deregulation of the downstream
sub-sector will help to curb crimes and make the nation a safer place to live in.

VL

Conclusion

Deregulation of the downstream sector will ultimately impact positively on the social
lives of Nigerians. It will ensure that good quality fuel is available when we need it and
at competitive prices. Availability of products will put an end to adulteration and the
black market Contrary to what most people believe, deregulation will not impoverish
Nigerians because it will reduce rather than increase prices. It will also create more
jobs and give means of livelihood to thousands of Nigerians. Hopefully the government
will invest the money usually spent in subsidising oil on social services and
diversification of the economy and thereby increase the quality of life of Nigerians.
At this point, one should make some recommendations on how the government should
cushion the short-run harsh effects of deregulation on the common man, but it seems
that the federal government has this angle covered because recently, it established a
committee headed by the honourable minister of finance for that purpose. So, for now
one can only pray that their recommendations will be fully implemented by the
government. However, if the government really wishes to cushion the short-term effect
of deregulation on the masses, it has to watch the price of kerosene because that is the
product that impacts significantly on the life of the poor people. If it is priced out of
their reach, we are likely to witness massive deforestation in the country.
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